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Part | - Financial Information

Item 1. Financial Statements

Condensed Consolidated Statements of Income
Bell Atlantic Corporation and Subsidiaries

(Dollars in Millions, Except Per Share Amounts) (Unaudited) i Three Months Ended March 31,
2000 | 1993
Operating Revenues $8.534 $7.967
Operating Expenses .
Employee costs, including benefits and taxes 2,068 2,018
Depreciation and amortization . 1,620 1,504
Other operating expenses 2,641 2,367
6,329 5,889
Cperating Income 2,205 2,078
income from unconsclidated businesses 123 34
Other income and {expense), net 55 19!
Interest expense 376 315
Mark-to-market adjustment for exchangeable notes (825) —
income before provision for income taxes 1,188 1,816
Provision for income taxes 457 674
!
Net Income $ 731 $1,142 |
Basic Eamings Per Common Share 3 .47 5 74
| Weighted-average shares outstanding (in miflions) 1,551 1,553 ¢
i ] b
Diluted Eamings Per Common Share § .46 3 .72
Weighted-average shares ~ diluted (in millions) 1,575 1,582
Dividends declared per commen share $ .385 3 .385

See Notes to Condensed Consolidated Financial Statements




Condensed Consoclidated Balance Sheets
Bell Atlantic Corporation and Subsidiaries

[Assets

{Callars in Millisns] (Unaudited) 1 March 31, Cecamber 31,
! 2000 1939

Current Assets i
Cash and cash equivalents | $ 360 $ 1,097
‘Short-term investments 628 839
Accounts receivable, net of allowances of $597 and $5819 7,085 7,025
Inventories 589 664
Prepaid expenses _ 848 8673
Qther ' 350 298
2,860 10,596
Plant, Property and Equipment i 90,810 89,238
Less accumulated depreciation ! 51,081 49,939
39,749 39,299
Investments in Unconsclidated Businesses 8,207 6,275
Other Assets 8,236 6,444
$ 66,062 $ 62,614

Total Assets

See Notes to Condensed Consolidated Financial Statements




Condensed Consolidated Balance Sheets
Bell Atlantic Corperation and Subsidiaries

[Liabilities and Shareowners’ Investment

{ (Dallars in Millions, Except Per Share Amaunts) {Unaudited} March 31, Dacember 31,
: 2000 1993
! Current Liabilities
! Debt maturing within one year $§ 5812 $ 5,455
{ Accounts payable and accrued [iabilities 7.000 6,465 |
I Qther 1,489 1,647 -
5 14,301 13,467
Long-term Debt 20,149 18,463
Employee Benefit Obligations 8,958 9,326
Deferred Credits and Qther Liabilities
Deferred income taxes - 4,416 3,892
U Unamortized investment tax credits 193 197
Other 777 730
5,386 4,819 |
Minority Interest, Including a Portion Subject to i
Redemption Requirements 425 458 |
Preferred Stock of Subsidiary 201 20
Shareowners’ Investment
Series preferred stock {$.10 par value; none issued) - -
i Common stock [$.10 par value; 1,576,246,325 shares and !
:1,576,246,325 shares 1ssued) 158 168 |
i Contributed capital 13,691 13,560 !
Reinvested earmnings 2,895 2,806
Accumulated other comprehensive income ! 1,348 450
| 18,082 16,964
Less commeon stock in treasury, at cost | 1,026 640
Less deferred compensation — employee stock ownership plans 434 444
16,632 15,880
Total Liabilities and Shareowners’ investment $§ 66,052 $ 62,614

Sea Notes to Condensed Consalidated Financial Statements




Condensed Consolidated Statement of Changes in Shareowners’ Investment

Bell Atlantic Corporation and Subsidiaries

{Dallars in Miklions and Shares in Thousands) {Unaudited)

Thres Months Ended March 31, 2000 |

Total Shareownaers’ Investment

Shares | Amount |
Common Stock
Balance st baginning and end of period 1,676,246 $_158
Contributed Capital
" Balance at beginning of period 13,680
Shares issued:

Employee plans 20
Issuance of stock by subsidiaries 121
Balance at end of period 13,691
Reinvested Earnings
Balance at beginning of period 2,806
Net income 731
Dividends declared (595}
Shares issued:

Employee plans {49)
Tax benefit of dividends paid to ESOPs 2
Balance at end of period 2,895
Accumuiated Other Comprehensive Income {Loss)

Balance at beginning of period 450
Foreign currency translation adjustments, net of tax {61)
i Unrealized gains on securities, net of tax 958
[ Balance at end of period 1,348
! Treasury Stock
Balance at beginning of period 23,669 840
Shares purchased 9,117 506
Shares distributed;

Employee plans {2,076) {119}

Shareowner plans {20} (1)
Balance at end of period 30,590 | 1,026
Deferred Compensation - ESOPs
Balance at beginning of period 444
Amortization {10}
Balance at end of period 434

{ $ 16,632 ¢

See Notes to Condensed Consolidated Financial Statements




Condensed Consolidated Statements of Cash Fiows
Bell Atlantic Carporation and Subsidiaries

{Dollars in Millions) [Unaudited) Threa Months Ended March 31,
2000 ~ 1993
Cash Flows From QOparating Activities _
Net income $ 731 $1,142
Adjustments to reconcile net income to net cash ‘
provided by operating activities:

: Depreciation and amaortization 1,620 1,504
Mark-to-market adjustment for exchangeable notes 825 -
Deferred income taxes, net {5} 218
Income from unconsclidated businesses- [ {123) (34}
Dividends received from unconsolidated businesses i 25 ! 29
Amortization of unearned lease income 133) (37)
Investment tax credits (4) {6}
Other items, net a0 33
Changes in certain assets and liabilities, net of effects from

acquisition/disposition of businesses {10} (363)
Net cash provided by operating activities 3,116 ! 2,486 ¢
Cash Flows From Investing Activities :
Capital expenditures i {2,155} {1,711
Investments in unconsolidated businesses, net (1,038) {106)
| Investments in notes receivable (979) --

! Net change in short-term investments 208 245

| Procesds from disposition of businesses 41 612

{ Other, net 25 ¢ (38)

i Net cash used in investing activities {3,898} {998}

Cash Flows From Financing Activities

i Proceeds from horrowings ; 908 - -

| Principal repayments of borrowings and capital lease obligations ' (284) (26}

| Net change in short-term borrowings with original

. maturities of three months or less 588 {980)

i Dividends paid {598) {588}

! Proceeds from financing of cellular assets - 380 ;

i Proceeds from sale of commaon stock 58 151

i Purchase of common stock for treasury {506} {208)

{ Net change in outstanding checks drawn on controlled disbursement accounts (121} {76)

Net cash provided by (used in} financing activities 45 | {1,357)

Increase {decrease) in cash and cash equivalents {737)! 131

Cash and cash equivalents, beginning of period 1,087 ¢ 237
$ 360 5 368 )

Cash and cash equivalents, end of period

See Notes to Condensed Consclidated Financial Statermnents




Notes to Condensed Consolidated Financial Statements
Bell Atlantic Carporation and Subsidiaries
(Unaudited)

1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared based upen
Securities and Exchange Commission (SEC) rules that permit reduced disclosure for interim periods. These
financial statements reflect all adjustments that are necessary for a fair presentation of results of operations and
financial condition for the interim periods shown including normal recurring accruals. The resuits for the interim
periods are not necessarily indicative of results for the full year. For a more complete discussion of significant
accounting policies and certain other information, you should refer to the consolidated financial statements included
in our Annual Report on Form 10-K for the year ended December 31, 1999.

We have reclassified certain amounts from prior year’s data to conform to the 2000 presentation.

2. Recent Accounting Pronouncements

FASB Accounting Standard — Derivatives and Hedging Activities

In June 1998, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards (SFAS) No. 133, “Accounting for Derivative Instruments and Hedging Activities.” This statement
requires that all derivatives be measured at fair value and recognized as either assets or liabilities on our balance
sheet. Changes in the fair values of derivative instruments will be recognized in either earnings or comprehensive
income, depending on the designated use and effectiveness of the instruments. The FASB amended this
pronouncement in June 1999 to defer the effective date of SFAS No. 133 for one year. We must adopt SFAS No.
133 no later than January 1, 2001. '

On March 3, 2000, the FASB issued a Proposed SFAS, "Accounting for Certain Derivative Instruments and Certain
Hedging Activities,” which would amend SFAS No. 133. The proposed amendments address certain
implementation issues and relate to such matters as the normal purchases and normal sales exception, the definition
of interest rate risk, hedging recognized foreign-currency-denominated debt instruments, and intercompany
derivatives.

We are currently evaluating the provisions of SFAS No. 133 and the proposed amendments. The impact of adoption
will be determined by several factors, including the specific hedging instruments in place and their relationships to
hedged items, as well as market conditions at the date of adoption.

FASE Interpretation — Stock Compensation

In March 2000, the FASB issued Interpretation No. 44, “Accounting for Certain Transactions Involving Stock
Compensation." Interpretation No. 44 was issued in order to clarify certain issues arising from Accounting
Principles Board (APB) Opinion No. 25 “Accounting for Stock Issued to Employees,” which was previously issuzed
in October 1972. Interpretation No. 44 is effective July 1, 2000, but certain conclusions cover specific events that
occur either after December 15, 1998 or January 12, 2000,

The main issues addressed by Interpretation No. 44 are: (a) the definition of an employee for purposes of applying
APB Opinion Ne. 25, (b) the criteria for determining whether a plan qualifies as a noncompensatory plan, (c) the
accounting consequence of various modifications to the terms of a previously fixed stock option or award, and (d)
the accounting for an exchange of stock compensation awards in a business combination.

We do not expect that Interpretation No. 44 will have a material impact on our results of operations or financial
position.

SEC Staff Accounting Bulletin — Revenue Recognition

In December 1999, the SEC issued Staff Accounting Bulletin (SAB) No. 101, "Revenue Recognition in Financial
Statements,” which cwrrently must be adopted by June 30, 2000. SAB No. 101 provides additional guidance on
revenue recognition, as well as criteria for when revenue is generally realized and earned, and also requires the
deferral of incremental direct selling costs. We are currently assessing the impact of SAB No. 101 on our results of

operations and financial position.
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3, Agreement with Metromedia Fiber Network, Inc.

On March 6, 2000, we invested approximately $1.7 billion in Metromedia Fiber Network, Inc. (MFN), a domestic
and international provider of dedicated fiber optic networks in major metropolitan markets. This investment
included approximately $715 million to acquire approximately 9.5% of the then outstanding equity of MFN through
the purchase of newly issued shares at $28 per share. We also purchased approximately $975 million in
subordinated debt securities convertible at our option, upon receipt of necessary govemment approvals, into
common stock at a conversion price of $34 per share or an additional 9.6% of the then outstanding equity of MFN.
This investment completed a portion of our previously announced agreement with MFN, which included the
acquisition of approximately $550 million of long-term capacity on MFN's fiber optic networks, beginning in 1999
through 2002. Of the $550 million, 10% was paid in November 1999 and 30% will be paid each October from 2000

through 2002,

4, Marketable Securities

We have investments in marketable securities, primarily commen stocks and convertible debt securities, which are
considered “available-for-sale” under SFAS No. 115, “Accounting for Certain Investments in Debt and Equity
Securities.” These investments have been included in our balance sheet in Investments in Unconsolidated
Businesses, Other Assets and Short-term Investments.

Under SFAS No. 115, available-for-sale securities are required to be carried at their fair value, with unrealized gains
and losses (net of income taxes) recorded in Accumulated Other Comprehensive Income (Loss). The fair values of
our investments in marketable securities are determined based on market quotations.

The table below shows certain summarized information related to our investments in marketable securities.

[ i Gross | Gross

1 ; Unrealizad | Unrealized :

[ {Doilars in Millions) Cost Gains ! Losses : Falr Value
At March 31, 2000 : :

! Investments in unconsoiidated businesses $ 731 $2,671 ¢ 3 - $3,402
Other assets 975 | 681 - 1,658
Shart-term investments 37 - (2) 35

i i 51,743 ¢ $3,352 $(2) | $5,093 |

{ At December 31, 1999 ; i ?

! Investments in unconsolidated businesses $ 367 $1,892 $ - $2,259
Short-term investments 38 1 {2} : 37

[ $ 405 | $1,893 | 3(2) $2,296

Our investments in marketable securities increased from December 31, 1999 as a resuit of our purchase of MFN
common shares and subordinated debt securities (see Note 3).

One half of our total MFN shares are deemed to be “available for sale” securities. Accordingly, this portion of our
investment in MFN shares has been adjusted from a carrying value of $357 million to its fair value of $1,236 million
at March 31, 2000. This increase in the value of our investment has been recorded in Investments in Unconsolidated
Businesses. The unrealized holding gain of $571 million (net of income taxes of $308 million) has been recognized
in Accumulated Other Comprehensive Income (Loss). The remaining half of our investment in MFN shares must be

held for a period longer than one year and therefore is being carried at cost.

Our investment in MFN’s subordinated debt securities also qualifies as “avajlable for sale” securities and,
accordingly, this investment has been adjusted from a carrying value of $975 million to its fair value of 51,656
million at March 31, 2000. This increase in the value of our investment has been recorded in Other Assets. The
unrealized holding gain of $443 miltion (net of income taxes of $238 million) has been recognized in Accumulated

Other Comprehensive Income (Loss).




5. Commitments and Contingencies

In connection with certzin state regulatory incentive plan commitments, we have deferred revenues which will be
recognized as the commitments are met or obligations are satisfied under the plans. In addition, several state and
federal regulatory proceedings may require our operating telephone subsidiaries to refund a portion of the revenues
collected in the current and prior periods. There are also various legal actions pending to which we are a party and
claims which, if asserted, may lead to other legal actions. We have established reserves for specific liabilities in
connection with regulatory and legal matters that we currently deem to be probable and estimable.

We do not expect that the ultimate resolution of pending regulatory and legal matters in future periods will bave a
material effect on our financial condition, but it could have a material effect on our resuits of operations.

8. Debt

Exchangeable Notes

In February 1998, our wholly owned subsidiary Bell Atlantic Financial Services, Inc. (FSI) issued $2,455 million of
53.75% senior exchangeable notes due on April 1, 2003 (TCNZ exchangeable notes). The TCNZ exchangeable notes
are exchangeable into 437.1 million ordinary shares of TCNZ stock at the option of the holder, beginning on
September 1, 1999. The exchange price was established at a 20% premium to the TCNZ share price at the pricing
date of the offering. Upon exchange by investors, we retain the option to settle in cash or by delivery of TCNZ
shares. During the peried from April 1, 2001 to March 31, 2002, the TCNZ exchangeable notes are callable at our
option at 102.3% of the principal amount and, thereafter and prior to maturity at 101.15%. As of March 31, 2000,
no notes have been delivered for exchange.

In August 1998, FSI issued 53,180 million of 4.25% senior exchangeable notes due on September 15, 2005 (CWC
exchangeable notes). The CWC exchangeable notes were issued at a discount and at March 31, 2000 the notes had a
carrying value of $4,719 million, including a cumulative loss on a mark-to-market adjustment of $1,489 million.
The CWC exchangeable notes are exchangeable into 277.6 million ordinary shares of CWC stock at the option of
the holder beginning on July I, 2002. The exchange price was established at a 28% premium to the CWC share price
at the pricing date of the offering. Upon exchange by investors, we retain the option to settle in cash or by delivery
of CWC shares. The CWC exchangeable notes are redeemable at our option, beginning September 15, 2002, at
escalating prices from 104.2% to0 108.0% of the principal amount. If the CWC exchangeabie notes are not called or
exchanged prior to maturity, they will be redeemable at 108.0% of the principal amount at that time.

The CWC and TCNZ exchangeable notes are indexed to the fair market value of each company's common stock. If
the price of the shares exceeds the exchange price established at the offering date, a mark-to-market adjustment is
recorded, recognizing an increase in the carrying value of the debt obligation and a charge to income. I the price of
the shares subsequently declines the debt obligation is reduced {not to less than its amortized carrying value). A
proposed restructuring of CWC would change the securities to be delivered upon exchange of the CWC
exchangeable notes. Under this restructuring, we would receive shares in the two acquiring companies in exchange

for our CWC shares.

At March 31, 2000, the CWC share price exceeded the exchange price, resulting in a cumulative mark-te-market
adjustment of $1,489 million to the carying value of the CWC exchangeable notes. The increass in the debt
liability since December 31, 1999 of $825 million was recorded as a charge to income in the first quarter of 2000
(5536 million after-tax). As of March 31, 2000, we have recorded no mark-to-market adjustments for the TCNZ

exchangeable notes.

Support Agreements

The TCNZ exchangeable notes have the benefit of a Support Agreement dated February 1, 1998, and the CWC
exchangeable notes have the benefit of a Support Agreement dated August 26, 1998, both of which are between Bell
Atlantic and FSI. In each of the Support Agreements, Bell Atlantic guarantees the payment of interest, premium (if
any), principal and the cash value of exchange property related to the notes should FSI fail to pay. Another Support
Agreement between Bell Atlantic and FSI dated October [, 1992, guarantees payment of interest, premium (if any)
and principal on FSI's medium-term notes (aggregating $956 million at March 31, 2000) should F8] fail to pay. The
hoiders of FSI debt do not have recourse to the stock or assets of our operating telephone subsidiaries or TCNZ;
however, they do have recourse to dividends paid to Bell Atlantic by any of our consolidated subsidiaries as well as
assets not covered by the exclusion. The carrying value of the available assets reflected in our condensed
consolidated financial statements was approximately $21 biilion at March 31, 2000.




10, Segment information

We have four reportable segments, which we operate and manage as strategic business units and organize by
products and services. Our segments are a Domestic Telecom group which provides domestic wireline
telecommunications services; a Global Wireless group which provides domestic wireless telecommunications
services and includes foreign wireless investments; a Directory group which is responsible for our domestic and
international publishing businesses and electronic commerce services; and an Other Businesses group which
includes our international wireline telecommunications investments, lease financing and all other businesses.

We measure and evaluate our reportable segments based on adjusted net income, which excludes undistributed
corporate expenses and special items arising during each period. Special items are transactions that management has

excluded from the business units’ results, but are included in reported consolidated earmings.

The following table provides operating financial information for our four reportable segments and a reconciliation of

segment results to consolidated resuits.

L (Ootlars in Milions) T Three Months Ended March 34,
¥ 2000 | 1999

Extarmal Operating Revenues

! Domestic telecom $5,652 56,408

| Global wireless 1,292 990
Directory 569 551

i Qther businesses 22 31

| Total segments — reparted 8,535 ! 7.980
Reconciling items {1} {13
Total consalidated — reported $8,534 $7.967
Intarsegment Revenues
Damestic telacom $ 43 $ 33
Global wireless 8 4
Directory 1 2
Other businesses 5 4
Total segments — reported 55 43 ¢
Recanciling items (55) (43} |

| Total consolidated — reparted $ 0 $ o
Total Operating Revenues !
Domestic telecom 56,695 ¢ 56,441
Global wireiess 1,298 | 994 |

{ Directary i 570 ! 553 |
Other businesses : 27 35 |
Total segments ~ reported ; 8,590 8,023 ¢

| Reconciling items ' (58) ! {56) !
Total consolidated — reported : 58,534 | $7.967 |
Net Income - ‘
Domestic telecom $ 883 $ 8g2 |
Gioba! wireless 93 56 |
Directary 168 162 |

i Other businessas 36 39
Total segments — adjusted 1,190 1,149 |
Recenciling itams 77 3___
Special items (538) !} {10y

[ Total consoiidated — reported g 731 51,142 |

Reconciling items include undistrib
generally account for intersegment sa

uted corporate expenses, corporate assets and intersegment eliminations. We

10

les of products and services and asset transfers at current market prices.




7. Commion Stock Buyback Program

On March 1, 2000, our Board of Directors authorized a new two year share buyback program through which we may
repurchase up to 80 million shares of common stock in the open market. The Board of Directors also rescinded a
previous authorization to repurchase up to $1.4 billion in company shares.

8. Comprehensive iIncome

Comprehensive income consists of net incore and other gains and losses affecting shareowners’ equity that, under
generally accepted accounting principles, are excluded from net ircome. For our company, such items consist
primarily of foreign currency translation gains and losses and unrealized gains and losses on marketable equity
investments,

The components of total comprehensive income for interim periods are presented in the following table:

{ (Doliars in Millions) Three Months Ended March 31, !
2000 | 1999
. Net Income $ 731 $1,142
Other Comprehensive Income (Loss) i
Foreign currency translation adjustments, net of tax (81) (18
: Unrealized gains on securities, net of tax 959 3
898 (15)
i Total Comprehensive Income $1.629 | $1.127 |

9. Eamings Per Share

The following table is a reconciliation of the share amounts used in computing eamings per share.

i (Dollars and Shares in Millions, Except Per Share Amounts)

—T
1}
t

Threa Months Ended March 31,

2000 1969 |

i Net Income $ 731 $1.142 |
Basic Eamings Per Common Share

| Weighted-average shares outstanding 1,551 1,553

. Net income $ .47 $ .74
Diluted Eamings Per Common Share
Weighted-average shares cutstanding 1,551 1,553
Effect of dilutive securities 24 28
Weighted-average shares — diluted 1,575 ¢ 1,582
Net income $ 461 $ 72!

Stock options for 21 million shares for the three months ended March 31, 2000 were not included in the computation
of diluted earnings per share because the options’ exercise price was greater than the average market price of the
common shares. For the three months ended March 31, 1999, the number of antidilutive shares was 257,726.




11. Proposed Bell Atlantic - GTE Merger

Bell Atlantic and GTE Corporation (GTE) have announced a proposed merger of squals under a definitive merger
agreement dated as of July 27, 1998. Under the terms of the agreement, GTE sharcholders will receive 1.22 shares
of Bell Atlantic common stock for each share of GTE common stock that they own. Bell Atlantic shareholders will
contintue to own their existing shares after the merger.

We expect the merger to qualify as a pooling of interests, which means that for accounting and financial reporting
purposes the companies will be treated as if they had always been combined. At annual meetings held in May 1999,
the shareholders of each company approved the merger. The completion of the merger is subject to a number of
conditions, including certain regulatory approvals (all of which have been obtained except that of the Federal
Communications Commission} and receipt of opinions that the merger will be tax-fres.

We are targeting completion of the merger in the second quarter of 2000. In April 2000, we announced that the
combined company will be called Verizon Communications.

12, Subsequent Event - Verizon Wireless

On April 3, 2000, we and Vodafone AirTouch plc (Vodafone AirTouch) consummated our previously announced
agreement to combine our U.S. wireless assets. Vodafone AirTouch contributed its U.S. wireless assets (including
its 50% ownership of PrimeCo Personal Communications, L.P.} and approximately $4 billion of liabilities to an
existing Bell Atlantic partnership (Cellco Partmership, now doing business as Verizon Wireless) in exchange for a
65.1% interest in Verizon Wireless, and we retained a 34.9% interest. It is anticipated that, upon completion of our
merger with GTE, the combined company will contribute its interest in the U.S. wireless assets of GTE and increase
its interest in Verizon Wireless to 55%. We have announced that we are planning an initial public offering of part of
Verizon Wireless later this year.

We will account for this transaction as a purchase method business combination. For accounting purposes, we will
consolidate the Verizon Wireless operations because we control its operating and financial policies. Vodafone
AirTouch has the right to require Verizon Wireless and us to purchase up to $20 billion of its interest in Verizon
Wireless in several stages between 2003 and 2007,

You should refer to our Current Report on Form 8-K dated April 17, 2000, as amended by a Form 8-K/A dated May

11, 2000, for unaudited pro forma financial information reiating to the Verizon Wireless transaction for the period
ended December 31, 1999,

11




Item 2. Management’s Discussion and Analysis of Results of Operations and Financial Condition

Consolidated Results of Operations

In reviewing our operating performance, we discuss our results of operations on what we call an adjusted basis.
This means we take our as-reported results and adjust for the effects of special items, which are of a nonoperational
nature, We believe that this presentation will assist readers in better understanding Bell Atlantic in terms of trends
from period to period. A discussion of these special items, including tables, which illustrate their effects on our
consolidated statements of income, follows,

Our results for the first quarter of 2000 reflect strong market demand for voice and data services in our Domestic
Telecom business and robust operating performance by our Global Wireless group. We reported net income of $731
million or $.46 diluted earnings per share for the three month period ended March 31, 2000, compared to net income
of $1,142 million or $.72 diluted eamnings per share for the three month period ended March 31, 1995, Qur reported
results for both periods were affected by special items. After adjusting for such items, net income would have been
$1,267 million or §$.80 diluted earnings per share in the first quarter of 2000 and $1,152 million or $.73 diluted
earnings per share in the first quarter of 1999. The table below summarizes reported and adjusted results of
operations for each period.

{Dollars in Millions, Except Per Share Amounts) i Three Months Ended March 31, |
/ 2000 | 1999
Operating revenues $8,634 $7,967
| Operating expenses §,32¢ 5,889
| Operating income 2,205 2,078
Reported Net lncame 731 1,142

Special items - pre-tax

Mark-to-market adjustment for exchangeable notes 825 -
Merger transition costs - 17
Total special items - pre-tax 825 17
Tax effect of special items 289 7
Total special items - after-tax 536 | 10
Adjusted Net Income $1,267 | $1,152
. Diluted Earnings Per Share — Reported $ .48 $ 72
| Diluted Earnings Per Share — Adjusted $ .80 $ .73

The following table shows how special items are reflected in our condensed consolidated statements of income for

each period:
[ [Dallars in Millions) Three Months Ended March 31, |
E 2060 | 1333
! Employee Costs {
Maerger transition costs $§ - $ 2
Other Qperating Expenses
Maerger transition costs - 15
Mark-to-Market Adjustment for Exchangeable Notes 825 -
i_Total Special ltems — Pre-Tax 825 17
| Tax effect of special items 289 7
. Total Special Items — After-Tax $536 | $10
| Mark-to-Market Adjustment for Exchangeable Notes ]
First Quarter 2000

In the first quarter of 2000, we recorded a loss on a mark-to-market adjustment of $825 million (3536 million after-
tax) related to our $3.2 billion notes exchangeable into shares of Cable & Wireless Communications plc (CWC).
For the year ended December 31, 1999, we recorded a loss on a mark-to-market adjustment of $664 million (5432
millien after-tax) related to the CWC exchangeable notes. The mark-to-market adjustments are noncash,
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nonoperational transactions that result in an increase in the carrying value of the debt obligation and a charge to
income. The mark-to-market adjustments are required because the CWC exchangeable notes are indexed to the fair
market value of CWC’s commeon stock. At both December 31, 1999 and March 31, 2000, the price of CWC shares
exceeded the exchange price established at the offering date. If the share price of CWC stock subsequently declines,
our debt obligation is reduced (but not to less than its amortized carrying value) and income is increased. A mark-
to-market adjustment may be recorded monthly, recognizing either a gain or a loss, to reflect the difference between
the CWC market price and the exchange price {no adjustment is required if the market price is below the exchange
price). The CWC exchangeable notes may be exchanged beginning in July 2002. For additional information about
the CWC exchangeable notes, see Note 6 to the condensed consolidated financial statements.

| Merger-related Costs _l

First Quarter 1999

In connection with the Bell Atlantic-NYNEX merger, which was completed in August 1997, we recorded pre-tax
transition and integration costs of $17 million in the first quarter of 1999. These costs consisted of $16 million
related to systems integration and $! million for relocation, retraining and other costs associated with integrating the
operations of Bell Atlantic and NYNEX. Transition and integration costs were expensed as incurred.

‘Segmental Results of Operations: -~ ..

We have four reportable segments, which we operate and manage as strategic business units and organize by
products and services. Our segments are Domestic Telecom, Global Wireless, Directory and Other Businesses. You
can find additional information about our segments in Note 10 to the condensed consolidated financial statements.

We measure and evaluate our reportable segments based on adjusted met income, which excludes undistributed
corporate expenses and special items arising during each period. Special items are transactions that management has
excluded from the business units' results, but has included in reported comsolidated earnings. We previously
described these special items in the Consolidated Results of Operations section.

Special items in the three month period ended March 31, 2000 included a loss on a mark-to-market adjustment for
exchangeable notes. In 1999, special items included costs associated with our 1997 merger with NYNEX
Corporation. Special items affected our segments as follows:

{Dollars in Millians) Thres Manths Ended March 31.?5
2000 ° 1999 |
Domastic Telacam
Reported net income $893 | $882
Special items - 10
Adjusted net income $893 ¢ 5892 |
Global Wireless ‘ .
fleported net income $ 93 $ 56 !
Special items : - -
Net income 3 $ 93 $ 56

! Diractory : !

{ Reported net income $168 $162_
Special itams - -
Net income ‘ $168 $162

! Other Businasses

i Reported net income ‘ $ 36 : $ 39

i Special itemns : - -

! Net income $ 36 ¢ $ 39
Reconciling Items ;

Reported net income (loss} ‘ ${459)" $_ 3
Spacial items ‘ 536 -
t Adjusted net income - : $ 77 $ 3

Reconciling items consist of corporate operations and intersegment eliminations.
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